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Abstract 
Savings and credit Cooperatives are non - profit making organizations but must make reasonable surplus to 
satisfy payments of dividends, interests and bonuses to members. The insufficient contribution from members in 
form of savings and deposits which is the major source of funds for cooperatives has resulted in severe liquidity 
problems for Saccos in Kenya. The purpose of this study was to investigate the relationship between alternative 
financing and financial performance of Savings and credit Cooperatives in Kenya. The specific objectives of the 
study were to: analyse the effect of internal financing on financial performance of Saccos in Kenya: This study 
was undertaken in Kakamega County, Kenya. This study adopted descriptive correlational research design as it 
seeks to describe and establish the relationship between the study variables of alternative financing and financial 
performance. This being a census study, all Saccos in Kakamega County registered under the Ministry of 
Cooperative Development and Marketing as at 31st December 2015 and are categorized as active were studied. 
Primary and secondary data were used in this study. Primary data was collected mainly through questionnaires 
which the researcher administered in person to key informants. The measures of independent variable 
(alternative financing) had Cronbach’s alpha coefficient of 0.7541 while those of the dependent variable 
(financial performance) had Cronbach’s alpha coefficient of 0.8701. The study measures were found to be highly 
reliable in that they all had alpha coefficient greater than the minimum accepted Cronbach’s alpha coefficient of 
0.70. The study found out that internal financing significantly and positively affected financial performance with 
65.7 percent of the financial performance (R squared = 0.657) being explained by internal financing. The study 
recommends that there is need for Saccos in Kenya to rely more on internal financing as a source of their 
financing because it has been found by this study that internal financing has the greatest effect on financial 
performance of Saccos.  
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1.0Background to the Study 
This study on alternative financing and financial performance of Saccos was based on pure pecking order theory 
of financing as advanced by Donaldson in 1960s. It states that companies prioritize their sources of financing, 
that is, from internal financing to equity according to the cost of financing, preferring to raise equity as a 
financing means of last resort. Donaldson (1961 and 1969) was the first person to show that  firms follow a 
pecking - order of preference when making decisions on sources of capital, that is, internally generated funds are 
used first, and when that is depleted, debt is issued, and when it is not sensible to issue any more debt, equity is 
issued. Donaldson (1961) pointed out that the preference for internal financing is due to the firm’s management's 
unwillingness to be subjected to market scrutiny when raising funds on the capital market and that the cost of 
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obtaining internal funds is low. The theory was applied in this study with a view of establishing the relationship 
between alternative financing and Saccos’ financial performance. This was necessitated by the fact that cost of 
financing is an important aspect for any study and was assumed to have a direct effect on financial performance.  
Savings and credit Cooperatives have traditionally relied on member funding in meeting loan demands 
and withdrawal of savings. Members’ contributions in form of savings and deposits are the conventional avenues 
of financing used to fund Sacco operations. Member capitalization or financing or funding of Cooperatives 
(Saccos) according to FAO (1997); Chaddad and Cook (2002); Ernst and Young (2002) and Greenwood (1996, 
1999) include both internal and external sources. The internal sources are membership and service fees, member 
shares, retention of surplus and creation of institutional capital, accounts payable to members for part or all of 
their produce and member deposits. According to business dictionary, performance refers to the accomplishment 
of a given task measured against preset known standards of accuracy, completeness, cost, and speed. Business 
dictionary also defines financial performance as measuring the results of a firm's policies and operations in 
monetary terms. These results are reflected in the firm's return on investment, return on assets, value added 
among other things. Performance therefore points to real results of activities undertaken in order to achieve 
organization's goals and can be analyzed as financial results among other measures. Performance of a Sacco 
according to Smith (1984) is derived from the fundamental motivation of credit unions which is providing 
financial services to the membership.  In particular the financial services include depository for savings and 
access to consumer credit. Rose (2003) noted that Sacco’s performance cannot be measured in terms of 
profitability as they are nonprofit making organizations. In this study, the following variables were used to 
measure financial performance: loans advanced to members, members’ deposits, BOSA turn-over and FOSA 
turn-over. In general, an increasing trend in these variables over time represents a better performance and vice 
versa. 
Little research has been done on alternative financing as past studies focused mostly on the external 
sources of financing which attract high rates of interest, Mwaura, (2005). Members’ contributions to Saccos in 
form of savings and deposits are not sufficient to finance their operations and meet members’ loan demands. 
Saccos in Kenya are therefore facing severe liquidity problems and are unable to meet demands of their members 
for both loans and withdrawal of savings, FSD (2009). It is a known fact that KUSCCO brought Saccos together 
in the year 2012 to explore alternative financing options available so as to ease financing shortfall challenges 
experienced by Saccos (www.coopsummit.com). What is still in doubt is whether some Saccos in Kenya have 
adopted alternative financing, that is, using inter - Sacco lending, share loans as well as public private 
partnerships in raising finances for their operations among others. The performance of Saccos that have adopted 
alternative financing as compared to those using member funding is also in doubt. Since member funding is 
limited resulting in loan backlog by Saccos, it was necessary to explore other affordable sources of financing to 
cover for the shortfall, FSD (2009). 
According to Ouma (1980), the history of Cooperatives can be traced to Rochdale pioneers. They 
formed the first successful consumer Cooperative Society in 1884 when Britain was undergoing industrial 
revolution. As a result of the revolution, a lot of people lost their jobs in the factories as machines were 
introduced to replace them. There was general lack of credit and supply of essential commodities like salt, sugar, 
flour and cooking fat. Businessmen also took advantage of this situation and started offering impure products at 
high prices. It is against this background that Rochdale Pioneers decided to draw up some sort of principles 
which would guide their operation as a Cooperative society. These principles were intended for the regulation of 
the Cooperative and for adoption by other types of Cooperatives. The International Cooperative Alliance (ICA) 
Commission of 1966 adopted the following principles for the running of a genuine Cooperative society based on 
the Rochdale Pioneers ideas: - Open and voluntary membership, democratic administration (one man, one vote), 
limited interest on share capital, payments of dividends and bonuses to members, promotion of education and 
cooperation with other Cooperatives at local, national and international levels. 
The urban and agrarian distress associated with the industrial revolution in Germany saw the birth of 
two distinguishable Cooperative financial models (Birchall, 1997: 11). One model served the needs of those in 
rural agriculture and the other served the needs of urban dwellers. They belong to a group of cooperatives that 
are commonly called Raiffeisen cooperatives due to the German originator of this movement in the 1800s 
(Tache, 2006). From 1848 onwards Raiffeisen began to be involved in finance in rural Germany. Raiffeisen’s 
initiatives were motivated by agrarian distress and the indebtedness of smallholder agriculturalist. In rural areas, 
shortage of capital was making farmers vulnerable to takeovers and exploitation from high input costs. Initially 
Raiffeisen sought to provide loans to farmers through raising capital from philanthropists. It was not until 1862 
that the farmers themselves became members of the credit Cooperatives (the General Union of Rural 
Cooperative Societies) (Birchall, 1997: 13). In 1850 Schulze - Delitzsch pioneered Cooperative urban finance, 
after realising that lack of access to credit, especially access on favourable terms, was a major problem for the 
workers and the self-employed, Chisholm, Hugh, (1911), Tchami (2007: 7). Large industry and lack of access to 
finance was squeezing the self-employed out of the market. In this model members provided the Cooperative 
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with working capital, Tchami (2007: 7). Tchami (2007: 7) notes that these ‘Cooperatives were based on self-help 
in its purest form which means there is no outside intervention at all, not even from the State.’ The idea of 
Cooperatives based on these principles spread to other parts of the world including Africa. A recent research in 
the sector indicates that approximately seven per cent of the African population is affiliated to Cooperatives 
(Pollet, 2009).  
The history of Cooperatives in Kenya can be traced to the European settlers who formed the first 
Cooperative called Lumbwa Cooperative Society in 1908 and by 1930s Africans were allowed to form 
Cooperatives, Ouma (1980). The formation of Cooperatives was aimed at helping Kenyans adopt the culture of 
savings and work together on the basis of the Cooperative principles, goals and values. These values include self 
help, self responsibility, democracy, equality, equity, solidarity and the ethical values of honesty, openness, 
social responsibility and caring for others.  
The Ministry of Cooperative Development was formed in the year 1914 and in the year 1966 the 
Cooperative Societies act (cap 490) was enacted.  However, several amendments have been made to the Act and 
rules developed in line with the Act. Some of the changes in the sector include the enactment of the 2008 Sacco 
Societies Act introducing prudential regulation of all deposit taking Saccos.  The Act gave birth to the Sacco 
Societies Regulatory Authority (SASRA) in the year 2009 and also established Ethics Commission for 
Cooperative Societies (ECCOS) to address governance matters (ethical and integrity issues) in the year 2011. 
The Ethics commission works closely with the national anti-corruption agency to minimise losses occasioned by 
graft, and recover all assets, including land and buildings that have been taken away from Saccos illegally. The 
Cooperative Movement is also in the process of revitalizing the Cooperative Alliance of Kenya (CAK). CAK is 
the apex body of Cooperatives charged with modernization in the sector and participation in serious investments 
issues. This follows the collapse of the Kenya Federation of Cooperatives Union in the year 2009. CAK’s 
mandate is to promote Cooperative development, unite the movement and represent the Cooperatives’ interests 
on all matters of policy and legal framework, revise and review the Cooperative Development policy in line with 
the new constitutional requirement on the devolved Government Policy of 2010. The other change in the sector 
is the Cooperative Societies Amendment Bill of 2004 which sought to re-introduce some degree of government 
control.  
 
1.1 Statement of the Problem 
Savings and credit Cooperatives are non - profit making organizations but must make reasonable surplus to 
satisfy payments of dividends, interests and bonuses to members, Jensen and Meckling (1976), Rose, (2003).  A 
study conducted by FSD (2009) revealed that Saccos are facing severe liquidity problems and most Saccos in 
Kenya are unable to meet loan demands and withdrawal of savings of their members. This was attributed to 
insufficient contributions from members in form of savings and deposits which is the major source of funds for 
cooperatives. Saccos need to source for funds other than members contributions to cover for the financing 
shortfall occasioned by high loan demand and low savings from members. The readily available option to cover 
for the financing deficit is the commercial bank loans, SASRA (2011).  KUSCCO Ltd. as the umbrella body for 
Saccos is unable to meet financing demand of over 1,700 Saccos using Central finance fund as the lending 
facility is only worth Kenya shillings Four (4) Billion, (sasra.go.ke). Saccos in Kenya have an annual absorption 
capacity of over Ksh 280 Billion, (www.coopsummit.com). However, Saccos borrowed slightly over Ksh120 
Billion shillings in 2011 to cover for financing deficit. This resulted in a financing gap of over Ksh160 Billion 
based on the annual absorption capacity of Kshs 280 Billion and a massive loan requests backlog was reported 
(www.coopsummit.com, www.sasra.org ). 
The constantly changing macro-economic environment leading to high inflation and increased interest 
rates has undermined the capacity of Saccos to a crisis point.  Commercial Bank loans to Saccos have become 
unbearable to maintain as interest rates range between 20 to 27 per cent per annum but Saccos advance loans to 
their members at 12% per annum on reducing balance (www.sasra.go.ke). The high interest expense will reduce 
amounts available to be paid out as dividends and bonuses to members. Mwaura (2005) noted that lack of proper 
credit analysis and weak credit follow-ups as well as hostile lending are the key factors that contribute to poor 
performance in loan lending by Sacco societies in Kenya. According to SASRA (2011), total external borrowing 
by Saccos reduced from Kenya shillings 15.3 billion in 2010 to Kenya shillings 5.6 billion in 2011 resulting in a 
decrease of 63 per cent. This decline in borrowing was attributed to the sharp increase in the commercial bank’s 
cost of credit during the year from an average 11.0 percent to 25.0 per cent per annum. Andrew and Euclid 
(2009) in a study on internal versus external financing of acquisition in British companies’ concluded that, there 
is a negative impact on investments financed by external sources on long run profitability. This effect is 
attributed to the high cost of interest on long-term loans and expenses of additional management needs 
associated with the external funds. The study recommends the use of internal sources of finance such as retained 
profits to make investments especially those of long term nature. The research is important to Saccos as they rely 
mainly on member funding which is insufficient to meet loan demands from members while at the same time 
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external borrowing attract high interest rates, Mwaura (2005).  
All these studies point to the need for affordable financing sources in order to improve Saccos 
financial performance and it was what the study sought to establish. The sourcing for affordable sources of 
finance by Saccos is critical and mandatory for any significant change in the sector in terms of members 
satisfaction is to be realized. This is in recognition of the fact that Saccos need to access affordable and reliable 
financing for capitation and lending to members to bridge the financing gap due to low savings and high loan 
demands, FSD (2009).  The major problem experienced is the unavailability of much needed cash to lend, when 
it is required. This therefore causes a mismatch in the availability of funds and the demand for loans. If this 
situation is not addressed, it may result in stagnation and eventual demise of Saccos which will affect the Kenyan 
economy as a whole as Sacco members will be unable to access quality education and medical care, get funds for 
enterprise development as well as make home purchases and many other financial benefits, (Ngaira 2008). 
Despite the use of funds from members, Sacco’s still face financial crisis as they are unable to meet 
loan demand and withdrawal of savings. Hostile lending rates also hinder most Saccos’ accessibility to financing 
to cover for any shortfall. It is not known whether some Saccos have adopted alternative financing, that is the use 
of inter- Sacco lending and public private partnership among others. The financial performance of Saccos that 
use alternative financing and those that use member funding to finance their operations is also still in doubt. The 
study therefore sought to investigate the alternative financing sources available to Saccos and their relationship 
to financial performance of Saccos in Kenya. The study was be conducted in Kakamega County. 
 
1.2 Purpose of the Study 
The purpose of this study was to investigate the relationship between internal financing and financial 
performance of Savings and credit Cooperatives in Kakamega County, Kenya.  
 
1.3 Hypotheses for the study 
The study tested the following hypothesis 
H01: Internal financing has no statistically significant effect on financial performance of      
        SACCOS in Kakamega County, Kenya. 
  
1.4 Conceptual Framework 
Figure 1.1 below shows the presumed relationship that exists between the study variables. Alternative financing 
is the independent variable while the dependent variable is financial performance of Saccos. 








Figure 1.1 Conceptual Framework 
Source; Research data, 2016 
 
2.1 Literature Review 
Operating and financial ratios have long been used as tools for determining the condition and the performance of 
a firm, Ogilo (2012). A savings and credit society also known as a credit union is a cooperative financial 
institution that is owned and controlled by its members and operated for the purposes of promoting thrift, 
providing credit at low interest rates and providing other financial services to its members, Nyambere (2013).  
Parast & Fini (2010) argued that in the pursuit of better operational performance and profitability, organizations 
are looking for strategies to improve their operational performance and boost their profitability. As competition 
intensifies due to changes in the industry structure and the emergence of new technologies, organizations are 
determined to reduce their operational costs while at the same time look for ways of enhancing their profitability, 
Nyambere (2013).   According to Herrmann (2008) when analyzing a firm’s profitability, we are concerned with 
evaluating a firm’s earnings with respect to a given level of sales / assets / owners’ investment or share value. In 
doing so, the common profitability measures include Return on total assets (ROA), Return on equity (ROE), 
Earnings per share (EPS) and Price/Earning (P/E) ratio. Return of total assets (ROA) takes into consideration the 
return on investment (ROI) and indicates the effectiveness in generating profits with its available assets. Return 
on equity (ROE) indicates the return on owners’ equity while Earnings per share (EPS) indicate the dollar 
amount earned on behalf of each common share. Price/earnings (P/E) ratio is the amount investors are willing to 
pay for each dollar of earnings, in other words it indicates investors’ confidence (Herrmann, 2008).  The other 
INTERNAL FINANCING 
• Share subscriptions/issues 
• Share loans 
FINANCIAL FINANCING 
• Credit turn around 
• Members deposits 
• BOSA turn - over 
• FOSA turn - over 
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measures include gross margin, operating margin and profit margin where Gross margin is the percentage of 
each sales dollar remaining after the firm has paid the direct cost of goods sold (COGS). Operating margin is the 
percentage of each sales dollar remaining after the firm has paid all expenses (excluding financing expenses and 
taxes) and Profit  margin is the percentage of each sales dollar remaining after the firm has paid all expenses 
(including interest and taxes). A higher ratio in any of the above variables indicates a firms better performance 
and vice versa. 
Performance of a Sacco according to Smith (1984) is derived from the fundamental motivation of 
credit unions which is providing financial services to the membership.  In particular the financial services 
include depository for savings and access to consumer credit. Rose (2003) noted that Sacco’s performance 
cannot be measured in terms of profitability as they are nonprofit making organizations. In this study, the 
following variables are used to measure financial performance: Loans advanced to members, Members’ 
Deposits, BOSA turn – over and FOSA turn – over. In general, the higher the variables, the better the Sacco is 
said to be performing and vice versa.  
 
3.0 Research Methodology and Design 
This study adopted descriptive correlational research design as it sought to describe and establish the relationship 
between the study variables of alternative financing, financial performance and organizational factors. Specific 
predictions, narration of facts and description of characteristics of the study variables was done using descriptive 
research based on empirical evidence. The use of this design is justified as it permits description and evaluation 
of the relationship between the study variables under study.  Correlational research design was used to measure 
the research variables by asking questions to the respondents and then examining their relationship (O’Connor, 
2011). The research design was used due to its economy, rapid data collection and flexibility. Simple regression 
analysis was used in the determination of the strength and the direction of the relationship between alternative 
financing and financial performance. The strength and the direction of the relationship between organizational 
factors and financial performance were done using simple regression. Karl Pearson’s first order partial 
coefficient was used in the determination of the effect of organizational factors on the relationship between 
alternative financing and financial performance of Saccos in Kenya.  
 
3.1 Study Area 
The study was conducted in Kakamega County which is one of the forty seven (47) Counties in Kenya. The 
County borders Vihiga County to the North, Nandi and Uasin Gishu Counties to the North West, Siaya County 
to the North East, Busia County to the East and Bungoma County to the South (appendices 2 and 3).  The 
County has a number of tourist attraction and destination areas, Commercial banks, Microfinance Institutions, 
governmental and Non-governmental organizations that support its economic activities. The study therefore tried 
to analyse how the economic activities in the County support alternative financing of Saccos and that was the 
reason why the County was chosen for the study. 
 
3.2 Target Population  
This being a census study, all Saccos in Kakamega County registered under the Ministry of Cooperative 
Development and Marketing as at 31st December 2015 and are categorized as active were studied. A list of 
registered and active Saccos obtained from the Ministry of Cooperative development and Marketing indicated 
that there were forty one (41) Saccos in Kakamega County, Kenya (appendix 4). Chief Executive Officers 
(CEOs)/Managers or Finance Managers/ Accountants or Treasurers and or any other executive BOD of all the 
Saccos in the County were the key informants. This is because they are the ones involved in decision making and 
implementation of financial polices at the Sacco. This makes them well conversant with all financial affairs of 
the Sacco and is better placed to respond appropriately for the study. The Sacco sector in the County was chosen 
for the study as access to affordable financing has been cited in a number of studies as a major challenge in 
Sacco operations. Therefore the need to source for affordable alternative financing sources for Saccos is 
paramount and this is what the study sought to establish. 
 
3.3 Data Collection Instruments 
Primary and secondary data were used in this study. Primary data was collected mainly through questionnaires 
which the researcher administered in person to key informants. The key informants are the forty one (41) top 
management (CEOs/Managers or Finance Managers/Accountants or Treasurers/any other executive BOD) of all 
the Saccos since they are the ones concerned with financing decisions. They were therefore able to evaluate the 
study variables and respond accordingly. The questionnaire had both open ended and closed ended questions. 
The questionnaire contained simple and straight forward directions for the respondents so that they can answer 
the questions without any difficulty. The method has the advantages of low costs, freedom from bias, 
convenience in  reaching the  respondents, and large data can be collected  to give a more dependable and 
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reliable information. In addition to questionnaire, the primary data was obtained through interview methods and 
observations. Secondary data was also obtained from the published data. These are existing literature on the 
Sacco sector aimed at cross checking the consistency of the questionnaire responses. This was done through a 
comprehensive desk-based literature review from authoritative sources such as publications, manuals, policy 
papers, annual audited accounts and documents relevant to the topic of study. Background information was 
obtained from documentary analysis of related literature relevant to the study such as books, supervision reports, 
trade journals, magazines, publications of the Ministry of Cooperative Development and Marketing as well as 
reports of other scholars and researchers in the Cooperative sector.  
 
3.4 Data Analysis and Presentation  
Both qualitative and quantitative techniques (descriptive and inferential statistics) were used to analyse data. 
Data presentation was done using frequency distribution and contingency tables. Statistical Package for Social 
Sciences (SPSS) version 21.0 software was used in data entry and analysis. The package is widely used in 
research as it is easy to use and permits the analysis of multi- response questions, cross section and time series 
analysis as well as cross tabulation.  It is also compatible with Microsoft Excel and Word packages and therefore 
can be used together. Quantitative data was analyzed using descriptive statistics such as mean, percentages, 
tabulation and frequency distribution. Descriptive statistics were used to make inferences of any patterns, 
averages and dispersions in the variables under study. Mean was used as a measure of location while standard 
error mean was the measure of dispersion. Inferential statistics such as correlation and regression analysis were 
used to determine the relationship between the study variables. The relationship between the study variables was 
analyzed by use of correlation and tested at 95 percent confidence level (level of significance, α= 0.05) and all 
the hypotheses also tested at 95 percent confidence level (level of significance, α= 0.05). Simple regression 
analysis was used in the determination of the strength and the direction of the relationship between alternative 
financing and financial performance as well as the relationship between organizational factors and financial 
performance. Karl Pearson’s first order partial coefficient (rxy.z) was used in the determination of the effect of 
organizational factors on the relationship between alternative financing and financial performance as shown in 
Table 3.2 below. The relationship between alternative financing and financial performance was expected to 
follow a regression model of the nature P=β0+β1AF+ε. 
Where; 
           P= Financial performance 
            α = Intercept term 
           β0 and β1 = Beta coefficients 
           AF= Alternative Financing and ε = Error term   
           
3.5 Internal Financing 
To assess the role of internal financing on the financial performance of Saccos in Kakamega County, the 
respondents were asked to fill in questionnaires indicating their view on how internal financing affects financial 
performance of Saccos in Kakamega County. The findings were as shown on table Table.4.1. (Where 5 = the 
greatest extent and 1 is the lowest extent). 
 Table 4.1 Internal Financing 




All Sacco members contribute towards Share Capital of the Sacco which is 
nonrefundable but transferable 
2.423 52.654 0.000 
Share capital of the Sacco forms  a sizeable percentage of the Sacco financing 
and is sufficient to meet the Sacco’s financing needs 
2.024 49.814 0.000 
The Sacco gives loans to members to boost their shareholding in the Sacco 2.084 43.452 0.000 
The Sacco relies on member funding in form of shares and deposits and has not 
adopted alternative financing (inter-Sacco lending etc) 
2.391 36.291 0.000 
The Sacco members are more than willing whenever called upon to contribute 
towards the Sacco Share Capital  
2.029 34.891 0.000 
                                                            Overall mean score=2.190 
   Source; Research data, 2016 
Overall, the intensity of internal financing on financial performance of Saccos in Kakamega County is 
considerably low with the mean of 2.190. This is because the overall score is less than 2.5 which is the half of 
the maximum score of 5. 
 
4.6 Financial Performance of Saccos 
To assess the financial performance of Saccos in Kakamega County, the respondents were asked to fill in 
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questionnaires indicating their view on how alternative financing affects the financial performance of Saccos in 
Kakamega County. The findings were as shown on table 4.2. 
Table 4.2 Performances 




The loans advanced to members over the last five (5) years has been 
increasing steadily 
3.423 52.654 0.000 
The  Sacco has the ability to meet members loan demands as per the 
credit policy 
3.024 49.814 0.000 
The Sacco pays reasonable rates of interest on deposits in order to 
encourage members to save more in the Sacco 
3.084 43.452 0.000 
Total earnings of the Sacco from BOSA section has been increasing 
over the last five (5) years 
3.391 36.291 0.000 
Total earnings of the Sacco from FOSA section has been increasing 
over the last five (5) years) 
3.929 34.891 0.000 
The Sacco’s financial performance is affected by the source of capital 
used for funding 
3.770 27.372 0.000 
                                                                   Overall mean score=3.436 
Source; Research data, 2016 
The relevant result shows that on the scale of 1 to 5 (where 5 = the greatest extent and 1 is the lowest 
extent), Overall, the intensity of financial performance of Saccos in Kakamega County was moderately high with 
a mean of 3.436 as indicated in table 4.2. 
 
4.7 Correlation for Internal Financing and Financial Performance  
The strength of the relationship between financial performance which was the dependent variable of the study 
and internal financing was assessed using Pearson product moment correlation. As shown in Table 4.3, there was 
a positive correlation between internal financing and financial performance which was statistically significant ( 
p<0.05). On the other hand, there is a positive and significant correlation between share capital of the Sacco 
forms  a sizeable percentage of the Sacco financing and is sufficient to meet the Sacco’s financing needs and 
financial performance which was statistically significant (r =.532, p<0.05). The Sacco relies on member funding 
in form of shares and deposits and has not adopted alternative financing (inter-Sacco lending etc) and financial 
performance had also a statistically significant. The research findings also show that there is a positive 
relationship between all the measures of internal financing and financial performance and the measures had 
positive and significant relationship among themselves as well. 
Table 4.3 Correlation for Internal Financing and Financial Performance  
 Scale 1 2 3 4 5 
1 All Sacco members contribute towards Share Capital of 
the Sacco which is nonrefundable but transferable 
1     
2 Share capital of the Sacco forms  a sizeable percentage of 
the Sacco financing and is sufficient to meet the Sacco’s 
financing needs 
.532* 1    
3 The Sacco gives loans to members to boost their 
shareholding in the Sacco 
.498* .642* 1   
4 The Sacco relies on member funding in form of shares 
and deposits and has not adopted alternative financing 
(inter-Sacco lending etc) 
.398* .543* .396* 1  
5 The Sacco members are more than willing whenever 
called upon to contribute towards the Sacco Share Capital 
.294* .438* .473* .356* 1 
*Correlation is significant at the 0.05 level (2-tailed). 
 
4.8 Regression Analysis  
The following section presents the regression analysis of the study variables against financial performance. 
4.8.1 Regression Analysis of Internal Financing on Financial Performance 
The first objective of the study was to analyse the effect of internal financing on financial performance of Saccos 
in Kenya. The study predicted that the effect of internal financing on financial performance of Saccos in Kenya 
was not statistically significant.  In order to analyse the effect of internal financing on financial performance of 
Saccos in Kenya the study had to test the first null hypothesis shown below:  
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H01: Internal financing has no statistically significant effect on financial performance of Saccos in Kenya.  
The aggregate mean score of financial performance measures (dependent variable) were regressed on 
the aggregate mean score of the internal financing (Independent variable) and the relevant results presented in 
Table 4.4. The regression results revealed a statistically significant positive linear relationship between internal 
financing and financial performance among Saccos (β= .238, p-value = 0.000). The relationship was statistically 
significant because the p - value is less than the set value of 0.05 (p – value = 0.000). The regression results also 
showed that internal financing had explanatory power on financial performance of Saccos in Kenya in that it 
accounted for 65.7 percent of its variability (R square = 0.657). 
The hypothesis test criteria was that the null hypothesis H01 should be rejected if β ≠ 0 and p-value ≤ 
0.05 otherwise fail to reject H01 if the p-value > 0.05. From the above regression results, β = 0.238 ≠0 and p-
value
 
= 0.000 < 0.05, the study therefore rejects the null hypothesis since β ≠ 0 and p-value < 0.05 and concluded 
that internal financing had a statistically significant and positive effect on financial performance of Saccos in 
Kenya. 
Table 4.4 Regression Results of Financial Performance against Internal Financing 
Source; Research data, 2016 
Arising from the results in Table 4.4, the resulting simple linear regression model that can be used to predict the 
level of financial performance of Saccos in Kenya for a one standard deviation improvement in the internal 
financing can be expressed as:   
FP =1.182 + 0.238IF  
Where:  
            1.182= y-intercept constant 
            0.238 = an estimate of the expected increase in financial performance corresponding     
            to an increase in internal financing. 
            FP= Financial performance  
            IF = Internal financing.  
 
5.0 Research Findings  
The first objective was to establish the effect of internal financing on financial performance of Saccos in Kenya. 
The study found out that internal financing significantly and positively affected financial performance with 65.7 
percent of the financial performance (R squared = 0.657) being explained by internal financing. This is in 
agreement with proposition of Belgrave, Craigwell and Moore, (2002) who indicated that credit unions’ growth 
over time exceeded that of both banks and mortgage institutions. This is especially during the 1980s when a 
combination of Central Bank restrictions on the Commercial Banking Sector and tax incentives for credit unions 
Goodness of fit analysis: Model Summary 
Mode R R Square Adjusted R Square Std. Error of the Estimate 
1 .238(a) .657 .479 1.08606 
a  Predictors: (constant),  Internal financing 
b  Dependent variable:  Financial performance 
Overall significance ANOVA (F-test) 
Model   Sum of Squares Df Mean Square F Sig. 
1 Regression 13.189 1 13.189 10.241 .000(a) 
Residual 96.140 26 1.785   
Total 109.329 27    
a  Predictors: (constant),  Internal financing 
b  Dependent variable:  Financial performance 
Individual significance (T-test) Coefficients(a) 




Coefficients   
    B Std. Error Beta T Sig. 
1 (Constant) 1.182 .566  11.124 .000 
  Internal financing 
.249 .751 .238 4.491 .002 
Dependent variable:  Financial performance 
    Level of significance, α = 0.05 
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led to credit union loans as a proportion of Commercial Bank loans expanding from 0.8 per cent in 1980 to 
around 10.0 per cent in 1990. Alleyne (1997) stated that education and training in cooperative principles and the 
interpretation of financial information for all members of primary and secondary societies is the most important 
ingredient for healthy growth. Credit unions differ from many financial intermediaries in that they are nonprofit, 
mutually-owned institutions, Jensen and Meckling (1976). The mutual form of ownership has theoretical 
implications regarding the increased risk-taking hypothesis. Since Jensen and Meckling (1976), it has been 
widely accepted that organizational form (mutual versus stock) influences operating behavior, as it defines the 
nature of residual claims and, thus the incentives of the firm’s owners. Feinberg (2001, 2002) provided some 
evidence that credit unions in rural and small metropolitan area markets do provide some competitive discipline 
to bank pricing.  
 
5.1 Conclusion 
Based on the findings and conclusions; the study recommends that there is need for Saccos in Kenya to rely 
more on internal financing as a source of their financing because it has been found by this study that internal 
financing has the greatest effect on financial performance of Saccos in Kenya. Members should be encouraged to 
save more in the Sacco.  
 
References 
Alleyne F. (1997), “The Cooperative Strategy of Economic Enfranchisement in Barbados” delivered on the 
occasion of Co-operators‟ Day 5th July, 1997 at NUPW headquarters, Dalkeith Road, Barbados. 
Andrew, E. (2008). Internal vs. External financing of acquisition of British companies. Available. 
http://www.ica.coop/coop/statistics.html 
Baskin, J. (1989). An empirical investigation of the pecking order hypothesis. Financial Management, 18(1), 26 
35. 
Bauer, K., 2008. Detecting abnormal credit union performance. Journal of Banking and Finance 32, 573–586. 
Bauer, K.J., Miles, L.L., Nishikawa, T., 2009. The effect of mergers on credit union Performance. Journal of 
Banking and Finance 33, 2267–2274. 
Belgrave A., Craigwell R. and Moore W, (2002),“An Empirical Examination of the relationship between 
commercial banks and the credit unions in a small open economy” Central Bank of Barbados Research 
Department. 
Birchall, J. (1997). The International Co-operative Movement, Manchester University Press, Manchester. 
Black, H. and Dugger, R. H. (1981) Credit union structure, growth and regulatory problems, The journal of 
Finance, 26 (2), 529-38. 
Bond J.K. (2009).Cooperative Financial Performance and Board of Director Characteristics: A Quantitative 
Investigation, Journal of Cooperatives Volume 22 Page 22-44 
Carter, M.R. & P. Olinto, 1998. Do the “poor but efficient” survive in the land market? Capital access and land 
accumulation in Paraguay. Paper presented at the 21st International Congress of the Latin American 
Studies Association, 24–26 September 1998, Chicago, Illinois, 27 pp. 
Chaddad, F. and Cook, M. 2002. An ownership rights typology of cooperative models. Department of 
Agricultural Economics Working Paper No. AEWP 2002 
Chipembere. (2001). unlocking funding opportunities for farmers through grass root Saccos. Maputo 
Mozambique. Available from www.snvworld.org/en/document/mz 
Cooperative Societies (Amendment) Act, 2004. Enacted by the parliament of Kenya 
Cooperative Societies Rules, 2004. Kenya Subsidiary legislation, 2004. 
Chisholm, Hugh, ed. (1911). "Schulze-Delitzsch, Franz Hermann". Encyclopædia Britannica 24 (11th ed.). 
Cambridge University Press. p. 383. 
Donaldson, G. (1961). Corporate Debt Capacity: A Study of Corporate Debt Policy and the Determination of 
Corporate Debt Capacity. Boston: Division of Research, Harvard Graduate School of Business 
Administration. 
Donaldson, G. (1969). Strategy for Financial Mobility. Boston: Division of Research, Harvard Graduate School 
of Business Administration.Economic and Social Survey 2007: Development in an Ageing World, 
United Nations, New York. 
Emmons W R, Schmid FA (2000) Bank competition and concentration: do credit unions matter? Federal 
Reserve Bank of St. Louis, Review (May/June):29-42. 
Ernst and Young. 2002. Canadian agricultural coops capitalization: issues and challenges, strategies for the 
future. A study prepared for the Canadian Cooperative Association, Ottawa, Canada. (also available at 
http://www.coopscanada.coop/pdf/ GAP/CARD/FinalReportNov29.pdf 
Fairbairn et al, B., K. Lou Hammond and P. Krebs. 1997. Credit Unions and Community Economic 
Development. Centre for the Study of Co-operatives: University of Saskatchewan 
European Journal of Business and Management                                                                                                                               www.iiste.org 
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) 
Vol.8, No.27, 2016 
 
21 
FAO. 1997. Mobilizing capital in agricultural service cooperatives, by Rouse, J.G. & Von Pischke, J.D. FAO 
Rome, Italy. (Also available at http://www.fao.org/sd/2003/ 
Feinberg, R. M and Rahman, A. (2001). The competitive role of credit unions in small local financial services 
markets. Review of Economics and Statistics, 83, 560-563.  
Feinberg, R. M. (2002). Credit unions: Fringe suppliers or Cournot competitors? Review of Industrial 
Organization, 20, 105-113. 
Fried, H.O., Lovell, C.A.K., 1993. Evaluating the performance of US credit unions. The Filene Research 
Institute. University of Wisconsin, Madison. 
Frame, W.S., Karels, G.V., McClatchey, C.A., 2003. Do credit unions use their taxadvantage to benefit 
members? Evidence from a cost function. Review of Financial Economics 12, 35–47. 
Fried, H.O., Lovell, C.A.K., Yaisawarng, S., 1999. The impact of mergers on creditunion service provision. 
Journal of Banking and Finance 23, 367–386. 
Friedrich Wilhelm Raiffeisen 1818-1888, Deutscher Raiffeisenverband (in German), undated.Accessed: 11-02-
2015. 
Furubotn, E.G. and Pejovich, S. (1973), Property rights, economic decentralization, and the evolution of the 
Yugoslav firm, 1965-1972, Journal of Law and Economics, 16, 275-302. 
Greenwood, C. 1996. Australian dairy cooperatives: planning for the future. Prepared for the Dairy Research 
and Development Corporation, Glen Iris, Australia. 
Greenwood, C. 1999. Capital-raising issues and options for Australian dairy cooperatives. Monash University, 
Victoria, Australia. (Masters Thesis) 
Hesse, H. & Cihák, M. (2007) Cooperative Banks and Financial Stability, IMF Working Paper WP/07/02/, 
International Monetary Fund, Washington D.C. Available from: 
www.imf.org/external/pubs/ft/wp/2007/wp0702.pdf.Http://Docs.Google.Com. 
Herrmann, A. M. (2008). Choosing and Successfully Sustaining Competitive Strategies in the European 
Pharmaceutical Industry. MPIfG Discussion Paper 08 /9. Max Planck Institute for the Study of 
Societies, Cologne 
Hinds, D. and K. Chase (1977), “Credit Unions in Barbados: A case for Enhanced Regulation”, Central Bank of 
Barbados Working Papers, Vol. 1, pp. 115-134. 




International Cooperative Alliance (ICA) (2012). Statistical information on the cooperative movement, 
International Cooperative Alliance, Geneva. Available from: http://www.ica.coop/coop/sattistics.html 
Jensen, M.C. and Meckling, W.H. (1979). Rights and production functions: an application to labor-managed 
firms and co-determination, Journal of Business, 52, 469-506. 
Jonah O.G, (2010). The effect of lending interest rates on the financial performance of savings and credit 
Cooperative societies in Kenya. University of Nairobi MBA Project. 
Kane, E. and Hendershott, R. (1996), The Federal Deposit Insurance Fund that Didn’t Put a Bite on U.S. 
Taxpayers. Journal of Banking and Finance, 20:1305-1327. 
Kenya’s blue print, Vision 2030. Available on http://www.vision2030.go.ke 
Kerlinger, Fred N., 1986, Foundations of Behavioral Research (3rd Ed.) New York, Holt, Rinehart and Winston. 
Kivuva, B. M. (2004). Alternative Sources of Finance for SMEs in Kenya. Unpublished MBA Report. IDS, 
Nairobi. 
Koontz and O'Donnell, (1984). McGraw Hill International Book Company Publishers, Singapore. 
Kothari, C.R.(2011). Research Methodology. New Age International (P) Limited, Publishers, New Dehli 
KUSCCO, (2000). SACCO star No. 27. Nairobi 
KUSCCO, (2009). Challenges Facing Saccos Available From Http://www.Kuscco. Com. 
Kwame D.K. (2010), “How to develop Risk Management and Savings Strategies in Saccos,”                 A paper 
presented in ACCOSCA Saccos Leaders Forum, Johannesburg- South Africa 
(www.accosca.org/index.php?=comphocadownload&view=category&4:slf-2010&download=how-
develop-risk-management) 
Louis, K., Leonce, N. & Taufik, R. (2009). The impact of the global financial and economic crisis on Africa, 
Working Paper Series No. 96, Office of the chief economist, African Development Bank Group, 
Tunisia 
Ministry of Cooperative Development and Marketing, (2010). Cooperative Development Policy, Nairobi. 
MOCD, (1991). Cooperative and development of Cooperatives in Kenya (members Education Material- Unit 1). 
Mouton, E. B. J (2001).The Practice of social research. Oxford University Press Southern Africa (Pty) Ltd. 
South Africa Edition 
European Journal of Business and Management                                                                                                                               www.iiste.org 
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) 
Vol.8, No.27, 2016 
 
22 
Moser, C.A and G. Kalton, 1989, Survey Methods in social investigation (2nd.Ed.), Eldershort, England, Gower. 
Mugenda O.M. (2009). Research Methods. Quantitative Approaches: ACTS Press Nairobi. Kenya. 
Mwaura D.N. (2005). Factors affecting the performance of Savings and Credit Cooperative Societies in Kenya. 
A case study of Afya Cooperative Society Ltd. Nations, New York. 
Mwau J. M. (2011). Effect of Financing Diversification on Performance of Saccos in Kakamega County, Kenya. 
Myers, S.C., 1984, "The Capital Structure Puzzle," The Journal of Finance, July, 575-592. 
Myers, Stewart C.; Majluf, Nicholas S. (1984). "Corporate financing and investment decisions when firms have 
information that investors do not have". Journal of Financial Economics 13 (2): 187–221. 
doi:10.1016/0304-405X(84)90023-0. 
Ngaira (2008). The impact of SACCO regulatory authority guidelines on SACCO operations in Kenya with the 
Case of Nairobi deposit taking Saccos. 
Nyagah, J. (2012). Friday, October12, 2012, The Standard. Today in Business (www.standard media.co.ke) 
Nyambere F.K (2013). Effect of credit risk management on financial performance of deposit taking saccos in 
Kenya. Research project, University of Nairobi. 
O’Connon, T. (2011), “Survey Research Design” Mega links in criminal justice, 
(http;//www.drtomoconnor.com/3760/3760lect04.htm). 
Ondieki A. N (2011). Assessment of the effect of external financing on financial performance of savings and 
credit cooperatives in Kisii Central District, Kenya. Finance Seminar. Kisii university college, Kisii, 
Kenya 
Ogilo, F. (2012). The Impact of Credit Risk Management on Financial Performance of Commercial Banks in 
Kenya. DBA Africa Management Review 2012, Vol 3 No 1, 22-37 
Oseno, B. (2014). Alternative financing models for saccos in Kenya. 1st edition. Apic Publishers City Square, 
Nairobi.  
Ouma S.J. (1980). A history of Cooperative movement in Kenya. 
Parast M.M & Fini E.H (2010).  The effect of productivity and quality on profitability in US Airline industry: An 
empirical investigation. Managing service quality: An international Journal, Vol. 20, iss: 5 pp: 458-
474. 
Pollet, I. (2009). Cooperatives in Africa: The age of reconstruction – systhesis of a survey in nine African 
Countries, CoopAFRICA Working Paper No. 7, International Labour Organization, Dar es Salaam. 
Rines, George Edwin, ed. (1920). "Schulze-Delitzsch, Hermann". Encyclopedia Americana. 
Rose P.S. (2003). Money and Capital Markets; Financial Institutions and Instruments in a Global Market Place, 
8th Ed.  McGraw-Hill/Irwin, New York 
Sambu, E.K (2006). Determinants of performance of savings and credit organizations in Kenya. A case of 
Saccos based in Nairobi. 
SASCO 2012. Available from http:// www.coopsummit.com 
SASRA. SACCO Supervision Report 2011. Available from http:// www.sasra.go.ke/index.php? 
option=com_docman&task=doc. 
Sekaran, U. (2003), Research Methods for Business; A Skill building approach, 4th Ed., John                                
Wiley   and Sons Inc., Singapore                 
Smith, D., 1984. A theoretic framework for the analysis of credit union decision making. Journal of Finance 69, 
1155–1168. 
Smith, D.J., Cargill, T.F., Meyer, R.A., 1981. An economic theory of a credit union. Journal of Finance 36, 519–
528. 
Staatz, J.M. (1983). “The Cooperative as a Coalition: A Game-Theoretic Approach. American Journal of 
Agricultural Economics 65:1084-89. Substitution Pty. Ltd. 
Stiglitz, Joseph E. and Andrew Weiss (1981),“Credit Rationing in Markets with imperfect Information”, The 
American Economic Review, Vol. 71, No.3, pp.393-410. 
Social Enterprise Council of Canada. 2010. What is Social Enterprise? Accessed at 
http://www.enterprisingnonprofits.ca/about_social_enterprise/definitions on 25 April 2010. 
Tache, G. M. (2006). SACCO promotion and development-Lira Region. Research paper, chemonics 
international, USAID, Lira, Uganda. 
Tchami, G. (2007). Handbook on Cooperatives for use by Workers’ Organizations,International Labour Office, 
Geneva. 
Thurston, H. T.; Moore, F., eds. (1905). "Schulze-Delitzsch, Hermann". New International Encyclopedia (1st 
ed.). New York: Dodd, Mead. 
United Nations Department of Economic and social Affairs (UN/DESA) (2007) World Economic and Social 
Survey 2007: Development in an Ageing World, United Nations, New York. 
Williamson, O. E. (1996). “The Mechanisms of Governance.” Oxford: Oxford University Press. 
WOCCU/FSD, (2008). SACCO Cap News –News Letter, Issue 3 July 2008.  
European Journal of Business and Management                                                                                                                               www.iiste.org 
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) 
Vol.8, No.27, 2016 
 
23 
World Council of Credit Unions (WOCCU) (2008) Statistical report, World Council of Credit Unions, 
Washington D.C. 
World Council of Credit Unions (WOCCU)/FSD (2009) Statistical report, World Council of Credit Unions, 
Washington D.C. 
World Council of Credit Unions (WOCCU)/FSD (2010) Statistical report, World Council of Credit Unions, 
Washington D.C. 
World Council of Credit Unions (WOCCU). 2009. What is a Credit Union? Available on 
http://www.woccu.org/about/creditunion?p=pf. 
 
